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Study Mandate

= Item 20 of the 2000 Appropriation Act directed JLARC
to study the distribution of food and other products
from the Vir ginia Distribution Center (VDC) to State and
local government a gencies.

= JLARC staff were required to review:
e VDC'’s current operations and financing;
e the adequacy of VDC'’s services and products;

e alternatives for the distribution of food and housekeeping
products to State and local government agencies, including the
feasibility of privatizing distribution services; and

e the feasiblility of expanding VDC'’s services to local government
agencies and nonprofit organizations in the State.




Research Activities

Interviews with staff at Department of General Services
(DGS), Department of Corrections (DOC), Department
of Mental Health, Mental Retardation and Substance
Abuse Services (DMHMRSAS), universities, localities,
federal a gencies, and other states

Site visits to el ght DOC facilities, six DMHMRSAS
facilities, four universities, two local government
agencies, and two food distributors

Mail survey of current VDC customers

Mail survey of local government and non-profit
organizations (not current VDC customers)

Review of documents




Summary of Findin gs

= There are important differences across State
agencies in terms of food and housekeepin g
product and service needs. These differences
determine which product delivery system best
meets the needs of each a gency.

VDC'’s products and services currently appear to
meet the food and housekeepin g product
requirements of institutional or  ganizations such as
the DOC and DMHMRSAS in a cost-effective
manner.




Summary of Findin gs

(continued)

= VDC does not appear to meet food product
requirements of retail-oriented customers such as
public universities. These a gencies appear better
served by a prime vendor.

VDC faces some operational and financial

challen ges that it needs to address to remain

viable. VDC'’s sales have been flat durin g the past
few years while its expenses have increased. With
the additional cost of the new warehouse, a rate
adjustment, additional sales, and control of

expenses appear needed.
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Procurement of Food and
Housekee ping Products

s State agencies purchase food and housekeepin g
supplies in four ways: VDC, DGS statewide
contracts, and a gency contracts and spot
purchases from wholesale distributors and retail
stores.

State agencies are required to purchase supplies
from the VDC, but it is an optional source of
supplies for local government a gencies.

In addition, DOC requires its facilities to purchase
meat, milk, and fresh produce from DOC’s
agribusiness operation.




Procurement of Food and
Housekee ping Products (continued)

= If VDC is unable to provide supplies, State
agencies may use term contracts and spot
purchases to obtain food and housekeepin g
products from wholesale distributors and retail
stores.

State and local government a gencies sometimes
contract with one food and/or housekeepin g
distributor for the procurement of a majority of
their supplies. Under this “prime vendor”

arran gement, agencies purchase the majority of
their food or housekeepin g supplies from a
specific distributor.




State Agency Expenditures for
Food and Housekee ping Products

m State agencies spent approximately $68.1 million
on food and housekeepin g products durin g FY
2000.

» State agencies purchased about $32.8 million of
these products from the VDC and $5.9 million in
meat, dairy, and fresh produce from DOC'’s
agribusiness operation.




Overview of VDC

VDC purchases hi gh volume, standardized items
for resale to State a gencies and localities.

VDC provides over 900 food and food-related

items, paper products, and housekeepin g supplies.
VDC does not provide any perishable foods such

as produce.

VDC charges an eight percent mark-up on all
goods sold to cover its direct and indirect
expenses, includin g transportation costs.

It is currently buildin g a new warehouse, due to
open in March 2001.




VDC Exterior View




Inside a VDC Buildin ¢




Braces Added to Su pport Roof




New VDC Warehouse
Under Construction
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VDC's Customers

VDC Sales, FY 2000

Department of

MHMRSAS
($4.7 million)

All Universities
($2.7 million)

Other State Agencies
1495 ($2.4 million)

All Localities
($5.3 million)

Total Sales: $38.1 Million
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Correctional Facilities

s DOC takes a “no-frills” approach to its food service
pro gram that reflects an emphasis on security and
minimizin g costs.

e For example, DOC facilities do not require  grade A or
“branded” products.

DOC is under bud getary pressure to keep food costs
low, which it does in part throu gh extensive use of
Inmate labor in food preparation and service.

DOC uses a 28-day “master menu” that is intended to
ensure the nutritional adequacy of the meals it serves
to inmates while permittin g economies throu gh bulk
orderin g.




Correctional Facilities

(continued)

= Due to the security concern, DOC facility staff prefer
to minimize the number of vendors and deliveries they
deal with. They consider use of a warehouse for
delivery drop-off to be an inte gral part of security.

DOC facilities use the fewest food vendors (six on
average includin g the VDC), and have the fewest
deliveries per month (23 on avera ge) of all VDC'’s
customers. DOC facilities purchase on avera ge about
90 percent of their food supplies from VDC (not

Includin g DOC agribusiness).

DOC facilities typically use only one or two vendors
for housekeepin g products. On avera ge, facilities
purchase about 94 percent of their housekeepin ¢
supplies from the VDC.




Mental Health and
Mental Retardation Facilities

= DMHMRSAS facilities operate institutional food
service pro grams that use a 21-day menu based on
a standard set of recipes.

s While there is a standardized menu, the varied
physical and mental capabilities of the patients
necessitate numerous modifications across the
resident population.

DMHMRSAS facilities use “cook-chill” technolo gy
and a computerized food mana gement system to
provide meals to patients based on their physical

and dietary needs.




Mental Health and
Mental Retardation Facilities

(continued)

Most DMHMRSAS facilities use several vendors (11 on
average) to meet their food product needs.

As with DOC, DMHMRSAS facilities do not typically
need to buy grade A or “brand name” products since
most food goes throu gh extensive processin g before
final delivery to patients.

Since implementin g cook-chill technolo gy, facilities
purchase more pre-cooked food products (which they
often must obtain throu gh local distributors).

DMHMRSAS facilities use only a few housekeepin g
supply vendors. Their primary source is VDC.




Universities

= Colle ge and university food service operations are
“auxiliary pro grams” supported throu gh the sale of
student meal plans and food products.

They have evolved from cafeteria-style, sin  gle entréee
dinin g faclilities into lar ge retail-type operations
servin g a wide variety of brand name food products.

Currently, Radford University, Christopher Newport
University (CNU), and Vir ginia Tech are the only three
public universities that operate their own dinin g
facilities. The other universities have outsourced

their operation to a food service provider.
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Universities

(continued)

= The three universities with self-operated food
services purchase a wide ran ge of food products.

e For example, Radford Universit y purchased almost 2,000
different food and food-related products in FY 2000.

= Virginia Tech uses a prime vendor to obtain the
majority of its food products.

= Radford and CNU purchase most of their food from
a large number of vendors usin g a combination of
agency term contracts and spot purchases. They
purchase relatively little from the VDC.




Universities

(continued)

= All but two of the States’ public colle  ges and
universities mana ge their own housekeepin ¢
programs. (Lon gwood Colle ge and Vir ginia State
University outsourced their housekeepin @
operations.)

= Most universities purchase the majority of their
housekeepin g supplies from the VDC.

= However, two universities -- Vir ginia Tech and UVA --
purchase the bulk of their housekeepin g products
from a prime vendor.




Other State A gency Users
of Food Products

s Other State a gencies have food service operations that can
be classified as either “institutional” or “retail-oriented”
dependin g on the type of clientele they serve and their source
of fundin g.

Institutional a gencies, which cater to resident populations,
use relatively few food vendors and receive few deliveries per
month. They buy a majority of their food from the VDC.

= Agencies with retail-oriented dinin g facilities, which cater to a
non-resident population, typically receive frequent deliveries
from a lar ge number of vendors. These or ganizations obtain
most of their food supplies from wholesale distributors since
the VDC does not stock the variety of products or provide the
delivery service they require.




Local Government Users of Food
and Housekee ping Products

m Local school systems and local and re  gional jails
purchase most of the food and housekeepin @
supplies that are consumed at the local level.

Local school systems typically require frequent
deliveries to each individual school, and they need
access to grade A and brand name food products.

= As a result of these service and product
requirements, few school systems purchase food
and housekeepin g products from the VDC, and
Instead rely on prime vendors or other local
distributors.




Local Government Users of Food
and Housekee ping Products

(continued)

= Local and re gional jails purchase food products from
a variety of sources. Most of the jails respondin g to
the JLARC surveys use a combination of spot
purchases and local term contracts to purchase their

food products from wholesale distributors.

= In addition, 45 percent of the jails purchase at least
some of their food products from the VDC.

= Jails which use VDC, on avera ge, purchase a
majority of their housekeepin g products from the
VDC.
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Framework for Assessin g Food and
Housekee ping Procurement A pproaches

31

s Product and service factors:

e types of products needed, includin g the ran ge and qualit y
level of those products

e frequenc y of deliver y
e number of locations products are to be delivered

m Cost factors:

e cost of products

e inventor y carrying costs
e procurement staff time

e oversi ght of procurement sources




State Procurement O ptions

= There are four broad options available:

e Current approach , in which VDC is the sin gle largest source of
food and housekeepin g products, supplemented with State
contracts and local purchases;

e Prime vendor approach , in which the ma jority of goods are
purchased from one vendor, supplemented with other State
contracts and local purchases;

e State contract approach , in which the ma jority of goods are
purchased throu gh a series of several State contracts;

e “Free for all” approach , in which each a gency is responsible
for procurin g its own goods.

= The first two options appear the most viable.




Assessment of
Agency Procurement A pproaches

s JLARC staff focused the assessment of

procurement approaches on the use of VDC and
the use of a prime vendor.

= Three primary questions guided the JLARC
assessment:

e Which approach provides the level of product qualit
needed?

e Which approach provides the level of service needed?

e What approach is the least costl vy, given the set of qualit y
and service requirements?




Assessment of VDC’s Abilit vy to Meet
Agencies’ Product Needs

Meets Meets Criterion Does Not
Criterion with Some Meet 7 Unknown

Well Reservations Criterion

DOC DMHMRSAS Universities

Provides Products Needed V

Provides Level of Service Needed

FOOD

N
—
O
)
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O
o
o

Provides Lowest Total Cost

DMHMRSAS Universities
Provides Products Needed

Provides Level of Service Needed

HOUSEKEEPING
PRODUCTS

Provides Lowest Total Cost ?

*VDC product prices are typically lower than those of prime vendors. Universities have been able to
reduce their total cost of operations through the use of prime vendors, primarily due to warehouse
personnel reductions achievable with that approach.




Use of the VDC

Since DOC is the lar gest State purchaser of food
and accounts for almost two-thirds of VDC'’s sales,
It is clearly a drivin g force in determinin g the
products offered by the VDC.

e Approximatel y 90 percent of DOC facilities’ food product
needs (in terms of expenditures) not metb vy its
agribusiness operation are provided b y VDC.

Also, due to security concerns most DOC facilities
want to minimize the frequency of deliveries, which
IS consistent with VDC'’s structure.




USG Of the VDC (continued)

While also generally meetin g the needs of
DMHMRSAS facilities, It is not quite as good a fit as
with DOC facilities.

e There are a number of food products that DMHMRSAS
facilities must obtain throu gh local sources, which reduces
the efficienc y of the s ystem.

VDC is reportedly examinin g the feasibility of
addin g items to its product line once it moves to the
new warehouse.

VDC has also been workin g with DMHMRSAS
facilities to develop a schedule of weekly deliveries
to the facilities.




USG Of the VDC (continued)

= Data collected and examined durin g the course of
this review su ggests that the VDC sells its
products to State and local a gencies at a lower
price than private sector vendors.

VDC'’s annual market basket survey compares
VDC'’s prices to local wholesale distributors across
the State. The March 2000 survey found that VDC’s
prices for food and housekeepin g products were
an average of 41 percent and 40 percent lower,
respectively, than the local distributors.




USG Of the VDC (continued)

= In 1998, the Colle ge of William and Mary Compete
Center conducted a market basket survey as part of
Its study of the State’s food delivery system.

e Based on a gencies’ monthl y usage of a sample of products,
it found that VDC'’s prices were 17 percent lower than the
private vendor that submitted price quotes.

s JLARC staff also conducted a market basket survey,
comparin g VDC'’s prices to various wholesale
distributors that serve as prime vendors for the
State and federal government.

e This comparison showed that DOC and DMHMRSAS
facilities would have paid from 13 percent to 41 percent
more to the prime vendors compared to the VDC.




USG Of the VDC (continued)

VDC does not adequately meet the food procurement
needs of CNU, Radford University, and Vir ginia Tech.

VDC does not offer the ran ge of food products needed
by these universities, nor does it provide the delivery
frequency needed.

In contrast, most universities with their own
housekeepin g operations reported satisfaction with the
product and service levels provided by VDC.

While VDC product prices are typically lower than prime
vendors, universities have been able to reduce their
total cost of operation usin g prime vendors, primarily
due to warehouse personnel reductions.




Very

Agency Views of VDC’s Satigied
Food Products & Services _i\

Satisfied Very Dissatisfied
40

Dissatisfied

3%

“Quality of VDC'’s food and food-related I
products”

“Cost of VDC's food and food-related ﬁ 1%

products”

“Timeliness of VDC'’s product deliveries” 2%

“VDC'’s ability to deliver the correct 0
amount and type of products ordered” LY
“Variety of products offered by the VDC” 1%
“Overall quality of VDC's service” a 1%




Agency Views of VDC’s
Housekeeping Products

“Quality of VDC’s housekeeping products”

“Cost of VDC'’s housekeeping products”

“Timeliness of VDC's product deliveries”

“WDC'’s ability to deliver the correct
amount and type of products ordered”

“Variety of products offered by the VDC”

“Overall quality of VDC's service”
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Use of a Prime Vendor

s There are three variations on the prime vendor
approach that the State could adopt:

e have one prime vendor responsible for suppl  ying all State
agencies;

e divide the State into geographic re gions and have one
prime vendor contract for each re gion;

e develop prime vendor contracts for individual a gencies or
small groups of a gencies on a case-b y-case basis.

= The third option is currently in limited use across
the State, primarily at the local government level.




Assessment of Prime Vendors’ Abilit vy
to Meet A gencies’ Product Needs

Meets Meets Criterion Does Not
Criterion with Some Meet 7 Unknown

WWEL Reservations Criterion

DMHMRSAS Universities

Provides Products Needed

Provides Level of Service Needed
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Provides Lowest Total Cost

DMHMRSAS Universities
Provides Products Needed

Provides Level of Service Needed

HOUSEKEEPING
PRODUCTS

Provides Lowest Total Cost




Use of a Prime Vendor (ontinuea)

m It appears that there are two main stren gths to the
prime vendor approach:

e Prime vendors offer a wide assortment of products,
Includin g “branded” products and those of various
grades. This allows customers to bu y the majority of their
products from one source, savin g on procurement effort.

e Prime vendors t ypicall y provide frequent deliveries (for
example, several times a week), which is critical for
customers with limited stora ge capacity.




Use of a Prime Vendor (ontinuea)

= The stren gths of the prime vendor approach
directly address the product and service needs of
the State’s universities.

e Universities use a lar ge number of food and food-related
products, includin g grade A and branded products. The vy
also need consistenc vy in the products supplied.

e The universities also reported needin g relativel y frequent
deliveries for their food service operations.

= Virginia Tech reported bein g very satisfied with its
prime vendor arran gement for food.




Use of a Prime Vendor (ontinuea)

m Evidence su ggests that the primary financial
benefit obtained from a prime vendor approach
comes from the ability to eliminate ana gency’s
warehouse and accompanyin g personnel by havin g
the vendor deliver directly to kitchen facilities on a
frequent basis.

Some financial benefit could also result if use of a
prime vendor enabled an a gency to reduce its
procurement effort (for example, the number of
vendors it routinely uses and the number of
contracts maintained).




Use of a Prime Vendor (ontinuea)

= Virginia Tech’s prime vendor provides daily food deliveries
directly to its dinin g facilities. As a result, Vir ginia Tech’s
staff are no lon ger responsible for receivin g food products
at a central warehouse and then redeliverin g them to dinin g
facilities. Staff reported a net savin gs of $300,000 by
eliminatin g salary and operational expenses associated
with its central food warehouse.

Use of a prime vendor also resulted in a reduction of
deliveries, which subsequently reduced the number of
Invoices and related documents that they had to process.

e Virginia Tech now receives 104 deliveries per month from an
average of ten vendors -- substantiall y less than the other
universities.




Use of a Prime Vendor (ontinuea)

= In contrast, the food procurement approaches for
Radford University and CNU appear inefficient.

e Rely on more than twice as man y vendors as the other State
groups, purchasin g food from an avera ge of 28 vendors per
month and receivin g an average of 210 food deliveries per
month

e Rely extensivel y on term contracts of relativel y short duration
as well as spot purchasin g, which require a substantial amount
of procurement effort

= These universities should be able to reduce the number
of vendors used and number of deliveries received by
use of a prime vendor for a majority of food products.




Use of a Prime Vendor (ontinuea)

= It does not appear that similar benefits would accrue to
Virginia’s DOC and DMHMRSAS facilities if they switched
to a prime vendor approach.

e First, DMHMRSAS facilities are phasin g out the use of warehouses
for food stora ge under the VDC procurement approach, and
therefore there would be no additional savin  gs to be derived.

e DOC facilities reported a need for their warehouses for securit
purposes; therefore, it does not appear feasible to close those
warehouses at this time.

e Virginia has alread y taken steps to reduce the inventor Yy levels of
DOC and DMHMRSAS facilities -- a source of one-time savin  gs.

e DOC and DMHMRSAS facilities generally do not use a lar ge
number of vendors; their procurement process is fairl y
streamlined.




State’s Procurement A pproach

= Given that different approaches work best for different
customers, it does not appear beneficial for the State to
select one procurement approach for the entire State.

= While there may be some cost advanta ge to
consolidatin g the buyin g power of DOC, DMHMRSAS,
the universities, and others to obtain better prices, the
substantially different service needs of customers
suggest that certain customers, such as the
universities, may be helped at the expense of other
customers. In other words, some customers may end
up payin g for services that they do not want or need.




Procurement Chan ges Needed

m It appears that Radford and CNU should develop prime
vendor contracts that would enable them to buy the
majority of food from one source.

To enable them to pursue a prime vendor approach,
DGS should amend its mandatory source rule to allow
agencies with retail-oriented operations to obtain
products in a manner that allows for the least overall
cost to the a gency.

Universities that currently use warehouses to store
housekeepin g products should assess whether it would
be feasible and cost-effective to eliminate their
warehouses and develop prime vendor contracts.




Recommendations

e The Department of General Services should amend its mandator y
source rule to allow a gencies with retail-oriented operations to
obtain their food from the source that provides the service level
needed at the lowest total cost.

Universities that currentl y use warehouses to store housekeepin ¢
products should conduct an assessment to determine whether it

would be feasible and cost-effective to eliminate their warehouses

and develop prime vendor contracts that support “desktop” deliver

of products on a frequent basis. Such an assessment should

include determinin g whether the warehouse can be used for other
needed purposes, and whether the savin  gs associated with closin g
the warehouse would offset an y cost increases in product prices
from use of a prime vendor. The Department of General Services
should exempt from the mandator Yy source rule an y universit y that
identifies a savin gs throu gh the use of an alternative procurement
approach, such as prime vendin g.
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VDC Generall y Follows
Sound Warehouse Practices

= VDC currently uses or is in the plannin g phase to
Implement a number of model mana gement practices
for distribution centers, includin  g:

e web page for customers to obtain up-to-date information about
product offerin gs and prices and to submit orders on-line

e cycle-based countin g of inventor y

e warehouse mana gement computer s ystem

e radio-frequenc y bar code scannin g of products
e use of customer product advisor y committees

e cross-dockin g of fast-movin g inventor y




VDC Faces Operational Challen ges

= There are a number of operational problems that
VDC needs to address:

e VDC lacks adeguate mana gement reports readil y
available for decision makin g purposes

e VDC needs to reduce the amount of time necessar y to
fill orders

e VVDC does not alwa ys communicate well with
customers re gardin g individual orders

e VDC needs to reduce its inventor Yy level




Recommendations

e DGS should develop the mana gement reports necessar Yy for
sound decision-makin g as soon as possible.

e DGS should ensure that VDC staff receive trainin g on report
development for an Oracle-based s ystem.

e VDC should set an or ganization-wide ob jective of fillin g orders
not later than six workin g days after receipt of an order or on the
customer’s requested deliver y date, whichever is later.

e VDC should take measures to ensure that notification of
customers re gardin g problems with their orders takes priorit .
VDC should institute the use of advance shippin g notices, which
IS a feature available throu gh its new computer s ystem.

e VDC should develop and use fill rate reports to identif y what
products, if an y, VDC is havin g trouble keepin g in stock, and take
appropriate steps to prevent future stock-out problems.




VDC'’s Financial Performance

s Over the past five years, VDC has generated small
profits in three years and small losses in two years,
which is consistent with a pro gram intended only to
cover its costs and not generate si gnificant earnin gs.

Since FY 1996, VDC sales have been level, fluctuatin g
between $38 and $41 million per year. VDC’s operatin g
costs have climbed over the same period from $2.4

million (6.0 percent sales) in FY 1996, to $3.8 million (9.9
percent sales) in FY 2000.

Most of the increase in VDC operatin g expenses has
resulted from increases in frei ght costs, employee
compensation, and computer-related initiatives.




VDC’s New Warehouse

= VDC has also started payin g for the construction of its
new warehouse.

e The warehouse is estimated to cost $12.5 million and is
expected to open in the sprin g of 2001.

e Key reasons for the new warehouse were to avoid the ph  ysical
limitations and hi gh costs of either renovatin g or continuin g to
maintain the old warehouse facilit vy, to provide space to
accommodate growth, to improve operatin g efficienc y, and to
have the abilit y to stock additionalt ypes of commodities.

s The 1997 General Assembly authorized DGS to use a
Treasury loan to pay for the construction. Thea  gency
may take as lon g as 12 years to repay the loan.




VDC Needs to Address
Operatin g Losses

= Increasin g expenses and a fixed mark-up of el ght
percent have led to losses for the VDC in the last
two years.

Because VDC must cover its expenses, includin g
the cost of the new warehouse, it appears
necessary to re-examine the mark-up allowed on
VDC products. Factors to consider include the
length of time to be used to pay off the Treasury
loan and the impact of any cost increase on VDC’s
customers.




VDC Needs to Address
Operatin g LOSSEeS (continued)

= VDC also needs to focus attention on increasin g its
customer base. Currently, VDC conducts very little
marketin g to promote increased use of the VDC.

= There appear to be two main tar gets that the VDC
should pursue:

e It appears that local and re gional jails maintain the t ype of
operation that can be adequatel y met by the VDC. Currentl vy,
only five of the 20 re gional jails bu y from the VDC.

e State procurement rules allow a private firm to purchase
supplies from the VDC as lon g as those supplies are used on
behalf of a State a gency. DGS should explore this option with
the service providers with which it has contracts for State office
buildin gs and encoura ge other a gencies to do the same.




Recommendations

e DGS should complete its assessment of options for
eliminatin g VDC'’s operatin g loss, includin g possible
adjustments to the VDC mark-up rate. An y proposed rate
adjustment should clearl y indicate the intended pa y-off
period for the Treasur y loan. DGS should report on its
assessment to JLARC b y May 2001.

e VDC should develop a marketin g plan geared toward addin g
new State and local a gencies to its customer base.
Implementation of the plan should be gin as soon as it moves
to the new warehouse in the sprin g of 2001.




